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. 1 NTRODUCTI ON
Al t hough skeletal in content, this prototype manual for |and and
property tax admnis tration in the Republic of Arme nia has two objectives:

1) To guide the Republic of Arnenia through the steps of
admnistering the land and property taxes and of de vel oping a nodern fisca
cadastre.

2) To suggest the scope of a fully devel oped set of work i ng
manual s.

| envisage that the State Tax Inspectorate (or other agency responsible for
property tax adm nistration) would adapt this material to the needs of the
country as legislative and norma tive decisions are made about Arnenia's
taxes on land, build ings, and other property. Sone recomendations are
presented in the context of the three-phase inplenmentation plan present ed
in Alnmy 1994a and Al ny 1994b. Sone observations about the current

situation are set off initalics.

The manual ' s intended audi ence includes central, region al, and |l oca
| evel property tax adm nistrators.

The general recomrendations contained in this manual stem from
materials previously witten by the author, including un-attributed
materials in Eckert et al. 1993 and CECD 1993 and OECD 1994.
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1. MANAGEMENT

A OVERVI EW

To achi eve popul ar acceptance and ot her goals, tax sys tens nust be
wel |l managed. Citizens hold tax admnistra tors account able for their
performance. Managers in the State Tax |Inspectorate nust ensure that the
staff conplies with laws and regul ati ons, adheres to policies, conpletes
work on time, main tains standards of val uation accuracy, and uses resources
wi sely. To acconplish these things, managers mnust plan, budget, organize,
control, and eval uate work.

B. PLANNI NG

Pl anning is a key aspect of sound nmanagenment. The State Tax
I nspectorate should engage in three types of planning: (1) strategic
pl anni ng, (2) annual work plan ning, and (3) project planning. Plans are
used to establish goals, objec tives, and tinmetables. Plans lay the
foundation for budget requests. Plans provide a framework for measuring
progr ess.

Pl ans shoul d be witten and briefly: (1) outline why the work in
gquestion is to be perforned; (2) estinmate the quantity of work to be
performed; (3) state production standards for well anal yzed, repetitive
activities; (4) estimate personnel require nents; (5) estimate other re-
source requirenents; and (6) schedul e tasks and projects. After initial
adoption, plans should be adjusted as needed to reflect changing circum
stances, including limtations on avail abl e fundi ng.

1. Strategic Pl ans

Organi zations use strategic plans to shape their future. Strategic
pl anni ng focuses on reinforcing strengths and el im nati ng weaknesses. It
clarifies expectations and standards. |t assigns responsibilities. The

State Tax I nspectorate should use strategic plan ning to design and ensure a
success ful inplenentation of the new taxes on | and and ot her proper ty.

Several Armeni an organi zations, including the AURI, the City of
Yerevan I nventory Department, the Scien tific Research Center for City
Managenent Systens, and the State Tax |Inspectorate, denonstrate strate gic
t hi nki ng.

Strategic plans are broad in scope and extend three to five years
into the future. Strategic planning sets the stage for operationa
pl anni ng.

Top managers in the State Tax | nspectorate should be involved in the
strategi ¢ pl anni ng process, because the plan nust be "their"” plan for it to
succeed. This planning group or team understands the organi zation best,
recogni zes its potential and its limtations, can conmt the resources re-
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quired to carry out the plan, and can ensure that the plan is inplenented
successful ly.

The pl anni ng exerci se shoul d be participatory and devel op a consensus
as to strategic directions. In U S practice, a key event in the strate gic
pl anni ng process often is a "re treat,"” during which the planning group
(whi ch shoul d not exceed about twel ve people) devel ops the statenents
di scussed bel ow. The managenent of the State Tax Inspectorate can devel op
the plan inter nally, using works fromthe exten sive literature on the sub-
ject as guides. Alternatively, many organi zati ons use an i ndependent
outside "facilitator" to guide the planning pro cess. A facilitator can
transcend the formal and informal power struc ture of the organi zation, has
no role in past successes and failures, and has no direct stake in the
outconme. The facilita tor can ensure that every menber of the planning
group has an opportu nity to partici pate

Strategic planning begins with an attenpt to answer the questions
"What is the purpose of our organization?" and "Wat should it be?" From
the answers to those questions will flow statements of goals and
obj ectives, the devel opnent of strate gies, the commtnment of resources,
wor k assi gnnments, and so on.

Stating the purpose of the property tax adm nistration may not be
straightforward. Those involved in the planning should consider such
matters as the enphasis to be placed on providing a plentiful source of tax
revenue, assuring taxpay ers that their valuations are correct and fair, and
fostering a healthy market econony.

Strategic planning also requires an analy sis of the environ nent in

whi ch the organi zati on operates. The purpose of the analysis is to

identify problens and opportunities and to assess strengths and weaknesses.
Thi s anal ysi s shoul d consider such factual matters as |egislation, work

| oads, economi c and social trends, and current capabilities. It also

shoul d consider the values of the individuals in the system because those
beliefs can profoundly affect the | evel of performance that the adm nis-
tration can achieve or that tax payers will accept.

The result of the strategic planning process is the devel op ment of a
"mssion statement” and statenents of goals and objec tives. The strategic
plan may also identify the activities and tasks that must be performed to
reach the goals and objectives. Responsibilities are assigned, and
ti met abl es devel oped.

The m ssion statenment succinctly describes what the organi zation
wants to acconplish, for whom and how State ments of goal s and objectives
provide nore detail. Goals may be general statements. Objectives should

be realistically attainable and, nost inpor tant, neasurabl e.

Progress should be regularly eval uated, approxinately every three
nmonths. The strategic plan should be regul arly updated, about once a year.

2. Annual Qperational Plans
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Annual operational plans support the strategic plan and are tied to
t he annual budget cycle. The annual operational plan addresses all aspects
of the State Tax Inspectorate's operations. It contains information about
obj ectives, activi ties and tasks, work | oads, measures of performance, and
resource requirements.

3. Proj ect Pl ans

Proj ect plans are operational plans that concentrate on a single
general objective or a set of closely related objec tives. The period
covered by a project plan depends on howlong it will take to acconplish
the objective. Project plans ordinarily are the nost detail ed.

C ESTI MATI NG RESCQURCE REQUI REMENTS AND BUDGETI NG

An inportant nanagement responsibility is to obtain adequate
resources for property tax admnistration. Budgets express resource
requi renments in nonetary ternms. Budgets should be linked to plans and be
based on the results to be achieved, not the previous budget or the funds
needed to maintain the existing bureaucracy. Budgets provide the funds
needed to acquire required resources. Results-oriented bud gets strengt hen
accountability and protect against arbitrary reduc tions in funding

Many factors affect funding requirements. Mjor factors are (1) work
| oads or required outputs; (2) inputs or resource requirenments, including
technol ogi es; and (3) the wage | evels and the costs of other goods and
servi ces.

Qut put estinmates depend on work | oads and desired service |evels.
Servi ce-1 evel decisions should be made during plan ning. (In the US
sonetinmes two or nore service-level "packages" are proposed, each with
estimates of the resources required to provide the level of service in the
package in question. Budget ing officials select the service-level pack age
that best fits the government's overall spending priori ties.)

Informati on on work | oads (such as the nunber of parcels to be
val ued) can be obtained during the situation analy si s phase of planning
The state of the econony affects work | oads, because high rates of
popul ati on growt h and new real estate devel opnment mean many new properties
will be added to the proper ty tax rolls each year. |Inspecting new
properties is nore expensive than naki ng routine mai nt enance inspections,
because of the amount of detailed information to be obtained and because of
travel time between parcels. Simlarly, sparsely populated areas with
| arge parcels are nore expensive on a per -parcel basis than nore densely
devel oped areas. Concentrations of commrercial and industrial property also
inmply greater per-parcel costs. Rapid changes in prices and price |levels
i mply shorter reval uation cycl es.

D. PERSONNEL MANAGEMENT
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Managenent is the art of getting work done through peo pl e. Managers
use their interpersonal skills to direct talent and energy of enployees to
achi eve the organi zation's goals. Mnag ers do this by know ng their
enpl oyees, delegating au thority, expecting and rewardi ng excel |l ence,
encour agi ng teamwork and participation, and recognizing the power of self-
noti vati on.

1. Organi zati on

The staff of the State Tax Inspectorate needs to be effectively
organi zed. The smal |l est conmponent in the organi zational structure is a
job, which is the group of tasks assigned to one person. A job has three
el enents: tasks, perfornmance standards, and access to resources.
Organi zati on shoul d be based on careful analysis of the volume of work,
skills required, and realistic production rates. Effective organization of
tasks and jobs increases efficiency. Effi ciency is obta ined when subordi -
nates are accountable to only one superior and when gaps and overlaps in
areas of authority are mnimzed. Efficiencies often can be obtained by
speci al i zation. Specialization can occur al ong functional and geo graphi c
lines. For exanple, the State T ax Inspectorate's central apparatus coul d
be responsible for val uati on nodel building and the regional offices could
review the application of the nodels to individual properties. In general
the functions per formed in the central appar atus should assist and con trol
the regional offices. The regional offices would be responsible for day-
to-day opera tional activities.

The organi zation plan should be docunented with charts and
statenents of the responsibilities of each job and orga ni zational unit.
These formalize top managenent's del egati on of work and suggest the |ines
of communi cati on

Managenent shoul d monitor the organi zation for problens such as work
bottl enecks, tasks that are not perforned because every one assumes sSomeo ne
el se is responsible for them and duplication of work (beyond that
necessary for quality con trol). |If problens occur, reorganization shoul d
be consid ered.

2. Enpl oyee Sel ecti on

An inportant nanagement responsibility is enpl oyee sel ec tion:
finding the right person for each job. Selections are made with initia
hirings and with pronotions. Steps in the selection process may include a
review of the job description, the identification of necessary and
desirabl e qualifications, announcing open positions, review ng
applications, testing, selecting applicants for further consideration,
interview ng | eading applicants, and selecting the best applicants for each
position. The selection process should be guided by formal policies and
procedures to ensure the process is fair.

3. Enpl oyee Devel opnent
Al t hough nost enpl oyees will inprove their skills by their own
efforts, managers have an organi zati onal responsi bility for enpl oyee
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devel opnent. They use education, train ing, counseling, and performance
reviews to identify talents and hel p enpl oyees grow in their positions and
to become eligible for pronotion.

4. Conpensati on

The State Tax Inspectorate should establish | evels of conpensation
commensurate with the responsibilities and skills required of each
position. In order for the tax admn istration to compete successfully for
qualified enpl oyees, |evels should be commensurate with | evels offered
el sewhere

In my opinion, the salaries of public officials in Arnenia appear to
be too lowto attract and retain qualified and ethical enployees.

5. I nternal Communi cati ons

A maj or managenent challenge is the creation of prograns of interna
communi cations that foster a enotionally heal thy work pl ace. Good interna
communi cations begin with statenments of goals, objectives, and val ues.
Ceneral rules and policies should be in witing. The work involved in any
regul arly perforned conplicated task should be docunented; steps should be
described and illustrated. Expectations should be clearly comruni cat ed.

Responsi bility for enforcement of policies and procedures shoul d be
appropriately delegated to all supervisors. Rules should be adm nistered
firmy but fairly. Lax conpliance with rules reduce productivity and
nor al e.

The program of internal comunications shoul d be continu ous with
nmeetings, performance reports, progress reports on projects, and a policy
newsletter. Frequent staff nmeetings allow for clarification and consi stent
under st andi ng of expec tations. Wen polices or procedures change,
enpl oyees shoul d be informed of the need and reason for the change.

Enpl oyees need frequent performance evaluations. To be fair and
effective, formal eval uations should be related to specific duties and
performance standards. Formal eval uations should be docunmented in witing.

Informal evaluations also are inportant. Problens should be identified
and t he enpl oyee counsel ed. Good performance shoul d be recogni zed

Di sci pline shoul d pronote behavior that achieves goals. 1t should be
progressive, beginning with the | east severe method for changi ng behavi or
and dism ssal being the ultinate step

Managers shoul d realize that no behavior takes place in isolation,

that behavior can rarely be attributed to a single cause, and that every
action sets off a chain of reactions.

E. SYSTEM DEVELGPMENT
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The managenent of the State Tax Inspectorate will have to devel op and
mai ntai n conputer systens. It will be a nmanage ment responsibility to
ensure that these systens are well designed and inpl enmented smoot hly.
Managenent shoul d provi de | eadership and ensure that the system devel oprent
process has adequate resources.

Maj or systens include managenent information, cadastral database
managenent, conputer-assi sted mass valuation, and tax billing and
col | ecti on.

Syst em devel oprent i nvol ves the identification of user requirenents
and transl ating those requirenents into software and rel ated conputer user
procedures. Developnent also in volves deter mning hard ware requirenents.
The steps in the systemdevel op nent process include:

. Definition of user requirenents, which are stated as func ti onal
speci fications %a nodul ar design usually is best

. Determ nation of a system acquisition strategy Y2t he maj or
options being the installation of a ready nade system or devel opi ng a brand
new system

. Systeminstallation and testing %including user ac ceptance
testing to ensure that the systemneets functional re qui rements before the
systemis put into operation

. Qperation (prelimnary phases include (1) data con ver sion, (2)
establishment of interfaces with other systens, and (3) training) and

mai nt enance ¥ conput er systens shoul d not be viewed as static and unchang-
ing. Requirements will change over tine. Technolo gy wll inprove.

Experi ence will in dicate aspects of the systemthat can be inproved. The
life expec tancy of the systemw |l be in creased through a planned, ongoi ng
nmai nt enance process.

F. QUALI TY ASSURANCE

Publ i c acceptance of taxes on |and and other property will depend on
a perception that the taxes are fair. A per ception of fairness is
rei nforced when data are accurate, valuations appear accurate and uniform
and taxpay ers are treated without prejudice or favoritism (Quality
assurance has to do with the systens and procedures that achieve these
condi tions.

The State Tax Inspectorate should strive for the high est feasible
level of quality consistent with resources. It should do this through
pl anni ng, continuous review, and cor rection as needed. Good nanagenent
builds into every task a concern for quality. An organiza tional culture of
public service and excel lence will ensure quality work. In short, public
accept ance of the taxes on land and other property will depend greatly on
the perfor mance of every nmenber of the T ax Inspectorat e.
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A quality assurance systemcan include the follow ng el enents:

. Staff selection and training

. Pr of essi onal ethics

. Organi zati on

. Conput er system desi gn

. Assessnent standards

. Data edits

. Security procedures

. Rati o studies

. Appr ai sal revi ews

. Procedural audits

. Ef f ecti ve communi cati ons

. Corrective actions

. Taxpayer feedback through objections and appeal s
Armenia's needs will evolve over tine. Until imovable prop erty markets
becone open and fully functional, little atten tion should be paid to ratio

studi es and ot her sophisticated neasures of valuation accuracy.

Quality assurance has been incorporated throughout this manu al. This
section addresses conponents of a quality assur ance systemnot dealt with
el sewhere

1. Pr of essi onal Ethics

Val uation and property tax adm nistration can present situations in
whi ch et hical guidance may be needed. Ques tionable or unethical conduct
jeopardizes the integrity of property tax adm nistration. The managenent
of the property tax admnistra tion should require the staff to conply with
formal ethical standards.

2. Assessnent St andar ds

"Assessnent standards" refer to the things necessary to ensure
uniformtreatnment. Assessnment stan dards work includes devel opi ng and
mai nt ai ni ng procedural manu als, valuation nmanuals, a nd valuation standards
(benchrmark data), such as land unit values, typical rental property expense
rati os, capi talization rates, and incone multipliers.
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Property tax adm nistration involves many conplicated tasks. The
work involved in any regularly performed conpli cated task shoul d be
docunmented. Steps should be described and illustrated in a procedura
manual . The manual should be used in training prograns.

Producti on standards are needed for planning and budget ing and for
eval uating performance. Although the experience in other property tax
systens can provide useful information, it is better to devel op standards
locally to account for the factors that affect production. Statistics on
how tinme is used and on work accom plishnents are needed to devel op stan-
dar ds.

3. Security Procedures

Security procedures fix responsibility for work (that is, establish
"audit trails"). They restrict access to manual and conput erized records
to protect confidentiality, to prevent |oss of records, and to prevent
unaut hori zed changes in re cords. They protect against disasters. They
al so minimze opportunities for corruption (by rotat ing work assign nents
and by designing procedures that prevent an individual from making and
conceal ing an error).

An audit trail is a record of changes made to a record. It
identifies who made the change (or the conputer term nal used to make the
change), when the change was made, and why. An audit trail makes it easier

to recover fromerrors. It also nmakes it possible to isolate
responsibility for errors or for fail ing to correct them In turn, the
cause of the prob Ilemcan be identi fied. Mstakes will happen, but patterns
of mstakes will identify nmore serious system probl ens.

El enents of an audit trail include conputer sign -on and password

procedures and requirenments that paper forns be signed or initialed.

Bat ches of forms should have transmttal sheets. At each successive stage
of a process, work in the previous stage should be revi ewed for

conpl eteness and accura cy before work is sent to the foll owi ng stage.

4, Rati o Studi es

A "ratio study" is a type of statistical analysis of value estinates

commonly used in the United States. In a "ratio study,” ratios of the

val ue estimates produced by the property tax admn istration to i ndependent
indicators of nmarket value are calculated. Statistics describing the |evel
and uniformty of the ratios are calculated. The State Tax | nspectorat e
should institute regular ratio studies in phase 3 when i rmovabl e property
markets are suffi ciently developed. Informa tion on the design of ratio

studi es can be found in Eckert 1990.

5. Procedure Audits

Procedures as well as results should be evaluated in a quality
assurance program Wile ratio studies and other exam nations of results
can be used to identify any problens, they provide little informati on about
t he causes of probl ens. As the nane inplies, a procedure audit focuses
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on practices and procedures. |If procedures conply with requirenents and
standards, results can be presunmed to be acceptable. In phase 3, the State
Tax I nspectorate should establish a pro gram of procedure audits, perhaps
conducted by an internal audit unit.

10
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I11. CADASTRAL RECORD SYSTEMS

A OVERVI EW
This chapter mainly is about the creation of nodern cadas tral record
systens. However, | discuss inplenmentation of phase 1 |and and property

tax systens in the next section

Consi stent with earlier reconmendations in A ny 1994a, Hol stein 1993,
and Mousheghi an and Soghononi an 1994 (page 11), | visualize that the
programto devel op a nodern fiscal cadas tre will run parallel to and be
coordinated with the programto create a | egal cadas tre. The systens will
share maps and have a common cadastral nunbering system

1. Phase 1 System

In phase 1, "cadastral" record system devel opment |argely would be
restricted to the activities associated with the regis tration of subjects
and objects. Procedures for regis tering objects and sub jects should
addr ess:

. Forns (assessnent notices, tax returns, and tax bills) and
i nstructions

. Assessment notice and tax bill distribution strate ay

. For m processi ng procedures

. Acquisition of agricultural cadastral data

. Acquisition of information frominventory offices on privately

owned property
. Acqui sition of other lists of taxpayers

Mousheghi an and Soghomoni an (1994, section 6.3) visu alize a paper-
based system consisting of a single registration card containing the
i nformati on needed for both the |egal and fiscal cadastre. The proposal is
better suited for the initial-phase "cadastre” rather than the nodern
cadast er discussed below. The contents of the card should be studied
further.

2. Modern Cadastral System

Maj or obj ectives of phase 2 should be (1) the design a nodern conput-
erized cadastral systemand (2) the conpletion of a prelimnary version of
the system The system woul d consist of cadastral maps, a cadastra
nunbering system and the following regis ters: a taxpayer register, a land
register, a building register, a novable prop erty register, and a sal es
register (all of which are di scussed bel ow).

The scope of wo rk to devel op cadastral record systens includes:

11
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. Starting cadastre
. Qui del i nes for establishing urban parcel bound aries
. Conpi | ati on of provisional cadastral maps
. Est abl i shment cadastral nunbering system
. Property records
. Sel ection of characteristics to be naintained, devel-

opnent of codes, and the like

. Data col lection strategy, input fromexisting data, tax
return, field canvass, or conbi nation

. Onner shi p/ t axpayer records
. Sal es and market data
. Sal es data coll ecti on procedure
. Sal es validation procedure, coding, etc.
. Build sales file
. Bui | d other market data files
. Manual s and trai ni ng
. Aut omati on pl an

The focus of work initially should be on the devel oprent of a
provi si onal urban | and cadastre.

Regardi ng automation, | visualize use of arela tional data base
managenment systemto link the registers, although other solutions would be
wor kabl e.  Such a system can ensure that data are secure but accessible and
that data redun dancies are kept to a mnimum The feasibility of a geo-
graphic infor mation system (3 S) should be eval uat ed.

B. BASI C DATA COLLECTI ON AND PROCESSI NG PROCEDURES

Cadastral data collection and processing constitute the nost | abor
i ntensi ve and, hence, expen sive aspect of a proper ty tax system
Consequent |y, manage nent should strive for efficiency and effectiveness.
Dat a managenent respon sibili ties enconpass determ ni ng data needs,
col l ection nethods, and data storage and retrieval.

1. Dat a Needs Anal ysis

12
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As cadastral data collection and nai ntenance are tine consum ng and
costly, only essential data should be collected and main tained. Essentia
data el ements include those needed in valuation or in support of val ues,
those needed for tax admin istration (to determne taxability), and those
needed by ot her users of cadastral data, such as territorial planners.

In determning data needs , the State Tax |Inspectorate faces two broad

i ssues: What data are required? Are exist ing data accu rate? Early in
phase 2, the State Tax |Inspectorat e should determ ne data needs and eval u-
ate the suffi ciency of exist ing data for long-termneeds. 1In terns of

val uati on needs, cadastral records should contain the |oca tion, site, and
i mprovenent character istics needed to deter mne the at tractive ness of a
property in the narketpl ace.

2. Descri bi ng and Codi ng Cadastral |nformation

As data needs are determned, it will be necessary to specify how
each individual property characteristic will be described and stored in
cadastral records. This will re quire sone analysis and planning if
accuracy and consis tency are to be achieved. A "description” of a
characteristic is a depic tion in words (includ ing nunbers representing
nmeasurenments or counts) or a representa tion in a picture (such as a
phot ograph or sketch). Descriptions or variables can be objective or
subjective. They can be quali tative or quantita tive. |If vari ables are
nurerical, they can be continuous (such as a nmeasure ment) or discrete (such
as a count).

However, narrative descriptions generally are too |engthy for
practical stor age in a cadastral system Codes reduce descriptions to a
nore uni form and nanage able size. Codes can be letters, nunbers, fewer
words, or conbina tions. They can repre sent yes-no conditions, and such
vari abl es are called binary or "dumy" variables. They al so can represent
cl asses, and these are called categorical or dichoto nmous vari abl es.
Vari abl e codes shoul d be designed to cover all possibilities (such as an
"all others" category) and to contain no duplica tions.

3. For m Desi gn

Data col lection fornms, conputer data entry screens, and property
record reports shoul d have coordi nated designs to increase efficiency,
conpl eteness, and accuracy. Data collec tion forns should be designed so
that information can be keyed direct |y or scanned. This saves time and
m nimzes errors. The formshould be well organi zed and easy to read.
Assigning field nunbers to data itens and designing data entry screens to
correspond to fornms nakes data entry easier.

4, Data Col | ecti on Manual

A data coll ection manual should be prepared that contains in-
structions on how to classify property characteristics and assign the
proper codes. The manual al so shoul d provide instruc tions on howto
conpl ete forns.
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5. Processi ng Source Docunents

A nmodern fiscal cadastre requires basic procedures for processing
documents that contain informati on about changes in ownership, |and parcel
boundari es, the physical characteris tics of buildings, and in the use of
l and and buil dings. These procedures should be established in phase 1 and
refined in phase 2.

a. Omnership (or Cccupant) Information : The State T ax
I nspectorate should continually acquire ownership or occupant information
fromlegal docu ments, screen themfor changes, and update property tax re-
cords accordingly. Depend ing on the volunme of changes, change information
shoul d be acquired daily or weekly. ldeally, the inventory offices (or
other |egal cadastre office) would automatically submt copies of title
change docunents to the Tax Inspectorate. Desirably, this information
woul d be transmtted in a conputer nediumthat the Tax | nspectorate could
r ead.

Each titl e change document shoul d be screened to:
. Identify the property involved in the change;

. Verify the cadastral number (or nunbers) or, as neces sary,
correct the nunber or assign a new nunb er(s);

. Mat ch the property involved in the change with the same
property or properties in current property tax regis ters;

. Det er mi ne whet her there has been a change in the bound ari es of
one or nore parcels of land (that is, whether there has be a change in a
"l egal descrip tion");

. If a parcel boundary description has changed, update both the
cadastral map and | and regi ster, conbining or pro-rating re cords to
maintain integrity, consid ering wheth er the parcel should be reval ued;

. Det ermi ne who the new taxpayer is;

. Record the new taxpayer's nane and addr ess in the taxpayer
regi ster; and

. Note any information related to the sale price and terns in
sal es records (di scussed bel ow).

Pronptly updating taxpayer nane and address records and | egal
descri ptions snoot hes work | oads and reduces confusion. Trans actions after
the taxable status (or tax lien) date should be nade to a working draft of
the next year's register

b. Sales Information : Sales data used in valua tion or ratio
studies nust be reliable. Information about the proper ty sold, the s ale
price, the terms of the sale, and the circum stances of the sale nust be
accurate. Certificates of title and real property transfer returns are the
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primary sources of infor mation of sales prices and terns. |If the
information fromthese sources is incom plete or questionable, additiona
efforts to collect and verify infor mation should be made. A party to the
sale (the buyer, the seller, the notary, or an agent) is the best source.

It is necessary to determ ne whether each sale is an arnmis -l ength,
open-market sale, to verify the price, and to determ ne whether adjustnents
are required for nmovable prop erty included in the sale. This is
particularly true for sales of business properties. Sales can be confirmed
by mail question naires, telephone inter view or personal contact.

Sal e validation codes shoul d be devel oped. The codes indicate
whet her a sal e has been determ ned to be an open -
market, arms -length transfer and, if not, why it was reject ed. Al sales
shoul d be included in the sales file (discussed below). However, the
val uer should be able to select those needed in a particular application.

Secondary sources of information also should be used. These include
i mmovabl e property agents and brokers and pri vate valuers. Such sources
can provi de val uabl e back ground informa tion hel pful in deciding whether
certain sales neet the criteria of open-market, armis-length sale. They
al so can confirmreported information.

The AURI already has initiated contacts with the Yerevan inmova ble
property market conmunity. The State Tax |Inspectorate should try to link
wi th these contacts.

b. Building Permits : Building pernmits are a source of
essential informa tion about future construction ac tivity. Building permt
processi ng procedures should be devel oped i n phase 2. The State Tax
I nspectorate should arrange to get copies of all building permts issued in
its jurisdiction. Permts should be tracked by maintaining a | og of
properties for which permts have been issued. Each tax year, the prop-
erties with pending permts should be inspected (see section ???) as near
the valuation date as possible to ensure that they are properly as sessed.

It is good practice to include basic informatio n about buil di ng
permits in building records (that is, the permt nunber and date and a note
about the nature of the work cov ered by the permt).

C. Taxpayer Returns : Taxpayer returns can be an expedi ent
way of collection information quickly and econom ically, particularly in the
early stages of setting up a property tax system They have been
successfully used in initial data collection prograns in the Czech Republic
and in Slovakia, and they are used on an ongoi ng basis in Turkey. They
al so can be used to supple nent convention al field can vasses (di scussed
next).

6. Adm nistration of Field |Inspections

Field i nspections are an inportant aspect of the work of maintaining
a nodern fiscal cadastre. Field inspections are necessary to ensure that
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the information in land and building registers is correct. Al plots of
l and and all buildings shoul d be inspected by the end of phase 2.

There are two types of inspection activi ty: (1) periodic genera
canvasses of all properties and (2) special inspec tions of properties that
(a) were recently sold, (b) were issued a build ing permt, and (c) that are
under appeal. Field inspec tions can be two |evels of detail: (1) a
conpl ete collection or re-collection of data and (2) a verification of
dat a.

Properties should be reinspected regularly to ensure that property
characteristics data are accurate. The interval between reinspections
shoul d be no longer than four to six years.

Training. The data collection staff should be well-trained in
property inspection procedures, in handling data collection forns, and in
proper pubi c conduct.

Logistics. The logistics of data collection prograns involve the
novenent of staff and data collection forms fromoffice to the field and
back in ways that use tinme wisely and minimze the | oss of data.

Data Edits and Audits . The quality of data should be eval uated
through record audits and conputerized edits. Sanples of property record
and other forns can be reviewed for conplete ness and accuracy.
Conput eri zed data should be sub jected to a range of quality checks or edits
not available in manual systens. These include m ssing data checks,
validity checks (characters and codes), range edits, and consistency
(logical edit) checks. FError and warning nessages shoul d be generated as
ci rcunstances dictate

Public Relations . Property owners should be infornmed about genera
field canvasses shortly in advance of the in spections. The data collection
staff should be prepared to answer questions about the purpose of the
progr am

C CADASTRAL NAPS

The foundation of a nmodern cadastral record systemis a com pl ete and
up-to-date set of cadastral maps detailing the |oca tion, shape, and size of
every parcel of land. The com pletion of a first-generation set of
cadastral maps should be a major objective of phase 2.

Conpi | i ng cadastral maps is anal ogous to conpleting a jigsaw puzzle.
The puzzle has to be conplete before one can be sure that all the pieces
are in their proper places and that there are no m ssing or extra pieces.
That is, all land area should be accounted for. No plots of |and should be
omtted, and no | and areas shoul d be counted nore than once. Solving the
cadastral map puzzle requires that every parcel of |and be displ ayed
graphi cally on a map.

1. Cadastral Map Standards

16



Cct ober 1994 draft

A cadastral map system consists of the base maps on which parce
boundari es are drawn; source data on the |ocation and boundaries of
parcel s, such as certificates of title, surveys, subdivision plats, and
other map work records; the resulting cadastral maps; index maps; and a
pl at or subdivi sion index.

A cadastral map shoul d di spl ay:

. Boundaries of all parcels

. Parcel identifiers (cadastral nunbers)

. Par cel di nensions or areas

. Location and nanmes of streets, highways, alleys, rail r oads,
rivers, |akes, and so on

. Bl ock and | ot nunbers and, if scale permts, nanes and
boundari es of subdivisions and plats

. Boundari es of political subdivisions

. O her basic map information including a map nunber, title

bl ock, revision block, |egend, map key, north arrow, and keys to adjoining
maps
. I f avail abl e, geographi c coordinates

Mousheghi an and Soghomoni an (1994, section 6.1.1) recommend siml ar
st andards.

Maps shoul d be conpil ed and mai nt ai ned according to profes si onal
standards. Maps will be easier to use if lay outs, linework, and synbols
are standardi zed. Map sheets should be of a uniform convenient size (for
exanple, a half-nmeter by half-nmeter). Map materials should be easy to draw
on, ensure clear crisp reproduction, and be durable. Maps should be drawn
to an appro priate scale. The proper scale is one that all ows the | ar gest
possible area of land to be dis played on a map sheet while show ng the
necessary detail. Professional standards suggest the scale for urban areas
shoul d be about 1:1,000. 1In rural areas, the scale ordinarily should be no
greater than 1:5, 000.

In a strictly |l egal sense, cadastral maps used for prop erty tax
pur poses may need only to be accurate as of the assessnent date. However,
parcel s of |and can be conbi ned, divided, and sold at any tine, and nany
peopl e need current informati on about | and ownership patterns in order to
reduce confusion and to conplete transfers. Mreover, contin ual l'y
mai nt ai ni ng cadastral maps makes practical adm nistrative sense, because
work flows can be snoot hed out.

The el ements of a nodern cadastral map systemconstitute part of a
geographic information system (3@ S). Cadas tral data are visualized as a
| ayer of data on base maps that are linked to a geodetic reference frame.

If map data are conputerized, maps can be produced of any area of

interest and at any desired scale. Myreover, differ ent "layers" of data
can be conbi ned and di spl ayed.
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When geographi c coordi nates are di spl ayed on cadastral maps, it is
possible to pinpoint the |ocation of each parcel. This informa tion wll
allow the calcu lation of the distances between parcels and ot her |ocations
or "value influence cen ters" that have an inportant bearing on | and val ues
and econom c obsol es cence factors. Having geographic coordinates in
cadastral records enables property tax admnistra tors to use other spatia
data files.

2. Cadastral Map Conpil ation

The inple nmentation plan should include the develop nent and
installation of a cadastral num bering systemand the prepara tion of
cadastral work maps on which cadastral nunbers and buil di ng nunbers are
i nscri bed.

a. Responsi bility : The responsibility for conpil ing
cadastral maps shoul d be given to an experienced mappi ng organi zation such
Armgeodesy (probably under contract with the State T ax Inspectorate.
Private mapping contractors al so coul d be consi der ed.

b. Exi sting Maps : Musheghi an and Soghononi an (1994, page
12) state that the entire territory of Arnmenia is covered by
phot ogranmet ri c topographi c maps of various scales pro duced by the Insti-
tute of CGeodesy and Cartography (Arngeodesy). Moreover, there is a uniform
systens of rectan gul ar geo graphi c coordi nates, which will allow the maps to
be linked and which will allow spatial analyses if parcel-level coordinates
are conputerized

There are two series of urban maps. U bani zed areas and surroundi ng
territories are mapped at a scale of 1:2,000. Yerevan has 300 of these
maps. This series were drawn between 1986 and 1993. The territory covered
by these maps totals 109, 000 hectares. Local councils and pl anning
institutes possess copies of these maps.

Devel oped areas within urban areas are mapped at 1:500. This series
was drawn between 1986 and 1992. The territory covered by these naps
totals 13,500 hectares (or 40 percent of developed territories). Yerevan
has 1,200 of these maps. These maps were produced by Arngeodesy for
custoners such as the Gas Departnent, the Construction Departnent, and
Public Wility Services. Planning institutes al so have copies of the maps.

O her scales in use include 1:5,000, 1:10,000, and 1:25,0 00. Yerevan
has seventy 1:5,000 maps. The Yerevan price map is on a 1:25,000 map.

Institutes maintaining map archives include the Geo detical Service of
the Gty of Yerevan (which has the conplete series of 1:500 maps in the
city), "Yerevanproject," "Arngos project,” and "Arncomm unproject." These
archives al so contain copies of devel opment plans which will be crucially
important in delineat ing parcel boundaries.

Map sheets are 50 cmby 50 cm which is suitable for cadas tral maps
In addition to contours, the maps display building perinmeters, building
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nunbers, and allotment year and nonth. Maps contai ni ng geographi c coordi -
nates currently are regarded as secret.

Mousheghi an and Soghornoni an (1994, page 11) recom nend the 1:2,000 and
1: 500 scale maps for cadastral maps, and | agree that they are suitable for
urban areas and small agricultural plots.

Mousheghi an and Soghononi an (1994, page 13) state that (1) 30,000
addi ti onal hectares need to be mapped at 1:500, (2) 1:500 maps covering
14,000 hectares need to be corrected, (3) 1:2,000 maps covering 18, 000
hectares need to be corrected, and (4) about 15,000 hectares enbracing
settl enments are gardening plots need to be mapped.

C. Reconmended Procedures : Because an urban | and cadastre
does not now exist, a work ing, provisional cadastre needs to be devel oped
qui ckly.

In the follow ng discussion, | define a parcel of land as "a contig-
uous area described in a single description in a deed or as one of a nunber
of lots in a plat; separately owned, either publicly or privately; and
capabl e of being separately conveyed."” The primary task in devel oping the
provi sional urban |land cadas tre is to delineate parcel boundaries provi-
sional ly.

The foll owi ng procedure assunes that a conputerized mappi ng ( CAD CAM
systemw ||l not be available. [If one were, the proce dure shoul d be
nodi fi ed accordi ngly.

1. Acquire copies of existing maps. Two sets should be
acquired ¥%one for use in the field and one for fin ished maps.

2. Deci de the sequence in which provisional cadastral maps wll be
produced. The focus should be on en tire blocks containing the nos t
val uabl e I and pl ots and buil di ngs.

3. Assenbl e avail abl e construction pl ans.

4. Pl ot provisional parcel boundaries on nmaps based on information
in the construction plans.

5. Where step 4 produces a satisfactory result, send the regis-
tration form proposed by the Arnenian Urban Re  search Insti tute [source?] to
adjoining users to con firmthe result of step 4 or propose an alterna tive

6. Where step 4 or step 5 produces an unsatisfactory result (such
as when (a) there is an unexpl ai ned gap between parcels, (b) boundaries
overlap, (c) a con struction plan cannot be |ocated, (d) when there is a
substantial "illegal" construction), or (e) ad joining users cannot readily
agree to the result in step 4), use the proce dure out |lined below to produce
provi si onal parcel boundari es.

7. Assign provisional cadastral nunbers.
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8. Produce fini shed cadastral maps.

9. Initiate parcel records. Eac h record should contain the
cadastral number, an indica tion of whether the parcel is vacant or is
improved with build ings, the address of any buildings, any measurenents
that were nade or were avail able, an indication of whether the parcel is
regarded as provisional, and any other perti nent infor mation. (A decision
will have to be nmade as to the extent of any building inventory work that
woul d be done at the sanme tine.)

d. Provi si onal Boundaries : The drawing of provi sional
boundari es should be legally authorized, but boundaries so drawn shoul d not
be treated as legally establishing a parcel's boundaries. (In the United
States, maps produced for the fiscal cadastre, which usually is separate
fromthe | egal cadastre, commonly have a disclainer stating that the
information is not sufficient to establish | egal parcel boundaries.)

The guiding principle is to draw parcel boundaries around (a) every
vacant piece of land (such as a park, building site, and the like) and (b)
every primary building (such as an apart ment bl ock) including the | and
around auxiliary buildings (such as garages and sheds. A conpl ex of
bui | di ngs can be on a single parcel. However, it is desirable to avoid
having a build ing straddle two or nore parcels.

Parcel boundary |ines should be drawn wherever there is an obvi ous
change in |l and use or occupation, such as between abut ting walls of
adj oi ni ng buil di ngs, fence |ines, hedges, and the like.

Many times the proper |ocation of boundaries will not be obvious,
such as when:

. There is open space around bui |l di ngs;

. The wi dths of street and other rights of way have not been
establ i shed;

. A building is illegally constructed; and
. It is unknown whet her alleys and passage ways are public or
private.

In such cases, the [mapping organi zation] will have to make its best guess
as to the location of the parcel boundary. As a general rule, when the

| and areas on both sides of the boundary are either both publicly owned or
used or are both privately owned or used, the boundary should divide the
space equally. Wen one side is privately owned or used and the other side
is publicly owned or used, the boundary should be drawn in a way that
favors the public's interest.

The initial work of delineating parcel boundaries should be done in
the field, using available informati on on | and ownershi p and use.
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Provi si onal boundaries shoul d be crudely sketched on work maps or prints of
aerial photographs.

The provisional cadastral maps shoul d be open for public review and

comment. Interested parties should be allowed to present evidence as to
wher e boundari es shoul d be adjusted, provided other interested parties do
not object. The Arnmenian U ban Research Insti tute's recomrended tenporary

| and commt tees would be suitable bodies to hear comments and to attenpt to
resol ve differences. Policies and procedures to guide the conmttees'

del i berati ons shoul d be devel oped. Reach ing agree nment may be tinme con-
sum ng and may not always be possible w thout adju di cation

D. CADASTRAL NUMBERI NG SYSTEM

The cadastral numbering systemw |l need to enbrace | and parcel s,
bui | di ngs, and individual units. The cadastral nunber i ng system shoul d be
adopted early in phase 2.

1. Parcel Nunbers

Each | and parcel should have associated with it a unique identi fica-
tion nunber, which serves as the prinmary key to records in various
registers and files. Comon ways of iden tifying parcels such as by their
address es, their owners, or sone other property characteristic are not
acceptable as the primary identi fier because they can be anbigu ous or
unwi el dy. A cadastral nunbering system provides uni form and manageabl e
identifiers. These nunbers are used to |link parcel infor mati on on maps
with parcel data in other registers and files.

Cadastral nunbers shoul d have | egal status. That is, it should be
legally suffi cient to identify a parcel only by its cadastral nunber
Cadastral numbers should be re quired on sale agreenents, other transfer
document s, and building per nmts.

Cadastral nunmbers should nmeet the criterion of uni queness.
Uni queness is a one-to-one rel ati onship between the size and shape of a
parcel and its nunber. It is the nost inportant attribute of the nunbering

system Qher inportant characteris tics include (1) permanence %.a nunber
shoul d change only when parcel boundaries change; (2) sinplicity (unconpl i -
cat ed, short, sequential nunbers are easier to use); and (3) reference to
geographi c | ocation. However, the design of the cadastral nunbering system
will require a compromse; it is inpossible to satisfy all of the above
criteria equally well.

There are two ways of achi eving uni queness in a cadastral nunbering
system One way is to assign a new nunber to each "new' parcel, or
parcels, that results fromthe conbina tion, or split, of "parent" parcels.
Exi sting nunbers are "retired" and not assigned to any of the resulting
parcels. A record of retired nunbers and the parcels associated with them
shoul d be maintained for future reference. A second way is to add suffix es
to the nunber of the "parent" identifier for each "child."
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Under either approach, new cadastral nunbers shoul d be assi gned
wi thout delay. That is, they should be shortly after a sale is presented
to the [legal registry].

The nunbering system should identify buildings and sepa rately owned
units, including condom niumunits.

Mousheghi an and Soghononi an (1994, section 6.2) evalu ate alternative
cadastral nunbering systenms and propose a system consisting of the
foll owi ng el enents:

1. A two-digit district code

2. A two-digit sub-district code

3. A three-digit map nunmber for maps in the 1:2,000 series (or the
1: 10,000 series in the case of agricultural |ands)

4. A two-digit map nunber for maps in the 1:500 se ries, if
applicable (or the 1:5,000 series in the case of agricultural |ands)

5. A three-digit ordinal plot nunber

I concur with this reconmendation. The illustra tions contain a two-

digit land use code, which | believe should be carried as an el enent of the
| and parcel record, not as part of the identifier

2. Bui | di ng and Unit Nunbers

Cadastral nunbering systens nust enbrace buil di ngs and i ndi vi dua
units when such property can be owned i ndependently of the |land parcel wth
whi ch they are associ ated. Several systens have been devised for nunbering
bui |l di ngs. A building nunber can be appended to the parcel numnber.
Bui | di ngs can be assigned independent ordi nal nunbers. The address system

can be used when there are no duplicate street nanes. A difficul ty with
using the address systemis that a single building can have nore than one
postal address. Unit nunbers should be a suffix of the build i ng nunber

As it usually is necessary to tie units, buildings, and parcels
together, the first systemusually is preferred.

As Arnmeni a al ready has a buil ding nunbering system of the second type
and as building nunbers are dis played on existing maps, it would be sinpler
to maintain it and develop a cross-reference to parcel nunbers rather than
devel op an entirely new system

E. TAXPAYER REG STER

Anot her key el ement of a property tax systemis the register that
contains the identi fication of the persons (individuals or enterprises)
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responsi ble for paying the prop erty tax assessed against their properties.

F. LAND REQ STER

The |l and regi ster contains records of inportant |ocation and site
character istics such as the foll ow ng

. Mar ket area or nei ghborhood

. Land use

. Parcel size and shape

. Service (utility) and transportati on network access

. Zoni ng, other |and-use controls, or other restric tions on
devel opnent

. Topogr aphy, terrain, and soil characteristics

. Lake frontage and the |ike

. Vi ews ¥ desi rabl e and undesi rabl e

. Surroundi ng | and uses and their influences

. Di stances to value influence centers (such as cen tral business

district, schools, and shopping--usu ally requires geographi c coordi nates)

In phase 2, the State Tax Inspectorate shoul d decide the specific |ocation
and site characteristics that will be con tained in the land register. The
characteristics can vary with property use. |In particular, agricultura

and urban | and records can differ.

As part of its market-nmonitoring activities, the AURI has been
consi dering which quantitative and qualitative | and and buil ding
characteristics should be collected. The State Tax Inspectorate shoul d
make use of this experience.

Regardi ng | and use, actual |and use is determ ned by obser vation
during field inspections. Good valuation practice re quires a decision as
to the most econom c use of each parcel (the term "highest and best use" or
"most probabl e use" often is used in United States valuation practice).

Many mass val uation systens assume the current use will continue indefi-
nitely. 1In many cases this is a reasonabl e assunption. However, where
devel opnent and redevel op ment are occurring or are about to occur, such an
assunption is not supportable. Informa tion on current use is necessary
both for stratifying land and for valuation. |In classified property tax
systens, information on use is essential to assign parcels to their proper
cl ass.

Mousheghi an and Soghononi an propose ten | and use cate gories for
i nhabited areas in the draft Land Code.

G BU LD NG REG STER

The buil ding regi ster contains records of inportant building and
ot her inprove ment characteristics, such as the follow ng:
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Bui | di ng use
Architectural design
Bui l di ng size (ground floor area or total floor area) and shape
Number of stories
Construction quality

. Buil ding materials in major building conponents (such as
foundations, flooring, framng, exterior walls, interior partitions, and
roof s)

Actual age

"Ef fective" age or condition

Basenent and attic areas (finished and un finished)

Garage area and type

Bal cony and sim | ar areas

O her auxiliary buildings and i nprovenents (such as fencing,
pavi ng and swi mm ng pool s)

. Nurber of roons, bedroons, and full and half bath roons (or
bat hr oom fi xt ur es)

. Amenities, such as the nunber of fireplaces

. Type and coverage of heating and cooling

. El ectrical service

In phase 2, the State Tax Inspectorate shoul d decide the specific building
characteristics that will be contained in the build ing register. The
characteristics can vary with property use.

H. SALES REG STER

The cadastral record systemshould contain a sales regis ter. This
regi ster contains a record of each sale. The record should contain the
cadastral nunber, sale date, sale price, and other information about the
sal e, such as financing arrangenents and whet her novabl e property was
included in the sale. 1In addition, the record should contain a description
of the property that was sold based on information in the |l and and buil di ng
registers at the tinme of the sale and informati on gai ned by inspecting the
sold property. Each record would contain an analyst's opinion as to the
useful ness of the sale in valua tion and in quality assur ance studies.

l. OrHER REG STERS

When rental properties are sold, information on rental inconme and
expenses should be collected. Ml questionnaires and field visits can be
used to collect this information. Properties for which incone and expense
data are avail abl e should be grouped by type to facilitate analysis. A
standardized reporting formfacilitates reporting and anal ysis.
Spreadsheet prograns can be devel oped for entering reported figures,
adjusting atypical figures, and estimating unreported dat a.
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V. | MMOVABLE PROPERTY VALUATI ON

A OVERVI EW

The successful introduction of val ue-based taxes on i nmov abl e
property would require the State Tax I nspectorate to devel op the capacity
to value all types of taxable land and buil dings. |movable property

valuation is both an art and a science. Howev er, basic valua tion
procedures can be quickly mas tered.

There are two broad orientations to val uation : single-property
val uati on and mass val uation. Mst pri vat e val uers devel op the forner
orientation. Because single-property valua tion nethods are | abor
intensive, [the prop erty tax admnistra tion] will have to rely on mass
val uati on.

Val uation treatises organi ze val uati on acti vi ties into a "valua tion
process.” Valuers followthis process with each new assignnent in single-
property valuation. In single-prop erty valuation, the steps are as
fol | ows:

1) Defi ne the val uation problem

2) Make a prelimnary analy sis, plan howto solve the prob Iem and

sel ect and col lect the neces sary data;

3) Esti mate nost econom c | egal use

4) Esti mate |l and value (if required by the assign nment);

5) Estimate i nproved prop erty value (if re quired);

6) Reconcil e value indica tors and reach a con clusion as to val ue;
and

7) Report the conclu sion.

These activities are present in mass valua tion, but work is organized
differently. In mass valuation, work nust be highly systemati zed in order
to achi eve necessary econo mes. Mst of the neces sary data reside in the
l and, building, and sales registers of the fiscal cadastre. Valua tionis
accompl i shed through the devel opnent and applica tion of formal valuation
nodels. In doing this, valuers consid er three main types of evi dence:

sales prices, incones realized fromrent, and construc tion costs. A nunber
of quality assurance proce dures are enployed to ensure data accuracy,

eval uate the val uation nodels, and review value estimates. |In mass val ua-
tion, by using conputer assistance and statistical nethods, valuers can

anal yze the effects of nore supply and denmand factors on prices than can be
done using con ventional single-property valuation tech niques.

Consequently, mass valua tions can be highly accurate as well as econom cal
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In i movabl e property taxation, the first step of the valuation
process, problemdefinition, is covered by |egisla tion and regula tions. In
this valuation context, the legisla tion should:

1) Specify the property to be val ued (all assess able properties
shoul d be registered in the fiscal cadas tre);

2) Identify the prop erty rights to be valued (usually the full set
of rights that may be private |y possessed);

3) Establish the date of the valua tion estimate (in the inter ests
of tax equity, all property should be valued as of the sane date);

4) Identify the value to be estimated (I recommend market val ue);

5) Identify the use of the val uation (by defini tion, the primary
use of the valuations are for imovabl e proper ty tax administration).

B. MARKET MONI TORI NG AND PRELI M NARY ANALYSES

AURl al ready has gai ned val uabl e experience in market nonitoring, and
the valuation pilot projects recommended in the next section (1) woul d
extend that experience. As noted above, ongoi ng mass val uati on prograns
al so require analyses prelimnary to valuation nmodeling. These are
di scussed in |later subsec tions.

1. Val uation Pilot Projects

Val uation pilot projects should be of considerable help in deciding
whi ch val uation nmethods to use and in deciding data needs. Qutlined bel ow
are suggested steps for further valuation pilot projects in Arnmenia.

a. Selection of Pilot Study Areas : A prelimnary stepis to
sel ect several pilot study areas. The areas should represent dif fer ent
econom c regions of the country. They mght include one or nmore of the
fol | owi ng:

. A part of Yerevan containing busi nesses, apartnent bl ocks,
fam |y houses, and indus try

. A mediumsize city (or parts of the city)
. A small town
. Rural areas different with respect to soil qual ity and

cl oseness to the capita

b. Organi zation of the Pilot Studies : | believe the pilot
studi es should be jointly carried out by AURI and the State Tax
I nspectorate. | believe that the Tax | nspector ate shoul d have over all
responsibility for the studies. Methodology staff should be intimately
i nvol ved along with AUR staff in each study. |Inventory offices should
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take the lead in gathering the necessary informa tion. This would require
snoot h cooper ati on between the organiza tions involved

Progress reports should be made to the [working group] and ot her
interested parties.

| believe the pilot studies would require, at a mininum two to four
people with anal ytical skills (backgrounds in economcs or sta tistics would
be ideal). In addition, there may be a need for clerical personnel to
enter dat a.

Each anal yst should have access to a per sonal conputer (PC) with
sufficient menory and di sk space (desirably a 486; mninmally a 386) and
equi pped with prograns for statistical analy sis and report witing. PC
soft ware packages for statis tical analysis in clude SPSS (Statis ti cal

Package for the Social Sciences) for Wndows  %which | favor because of its
ease of use, SAS (Statis tical Analysis Systen), and NCSS (Nunber Grunc  her
Statistical System.

C. El enents of the Pilot Studies : As nmuch as possi ble, the
pil ot studies should follow conmon procedures and have a comon format.
The report of each pilot study should include the elenents |isted bel ow
The first five elenents should be done first, and suggestions for
conpleting themfollow Regard ing elenent 8, taxes collected under the
phase 1 | and and proper ty tax systens for each property in a pilot study
shoul d be conpared with the proper ty taxes that mght be collect ed under
refined valuati on systens. This el ement obviously should be taken up at
the end of the pilot study. Regarding element 9, the proce dures and re-
sources used during the pilot studies should be eval uat ed. The purpose of
the evaluations would be to decide the proce dures that should be foll owed
and resources that would be needed in an opera tional mass valuation system

1) Description of the Area . The area enconpassed by each pil ot
study shoul d be described. The de scription could, for exanple, include:

. Popul ati on

. Maj or econom c activities

. Adm ni strative role

. Transportation

. O her factors influencing how attractive the area is for living

and wor ki ng

. Statistics on total present property tax revenue fromland and
bui | di ngs

2) Statistical Overview of Properties . There should be a
statistical overview (profile) of the major kinds of proper ties in the

area. The kinds of properties that mght be identified could include
fam |y houses, apart nent buil di ngs, business proper ties (comrercial and in-

27



Cct ober 1994 draft

dustri al), governnen tal and institutional properties, building sites,
farms, forests, sumer houses, and so forth. For each mgjor type of
proper ty, the following should be provided:

. Nurber of properties

. Average size of land plus sone indication of varia tion in land
si ze

. If possible, simlar statistics on building size, nunber of

stories, and age of buil dings
. If possible, statistics on present property tax revenue

. If possible, statistics on properties paying and not paying
present property taxes

3) Typical Properties . A sanple of typical or repre sentative
properties should be selected. For each major prop erty type represented
such as famly houses, the selection could include exanples of the
fol | ow ng:

. Poor, average, and good | ocation

. Smal |, average, and | arge size

. A d, average, and new buil di ngs

. Bui | di ngs with poor and good state of nainte nance

Each sel ected property shoul d be described in detail. The
i nformation should include the information needed to cal cu | ate the present
property tax. As far as is possi ble, the description also should include
infor mation on the nain factors that influence narket value. |If the
property is rented, the present rent should be recorded. |If possible, the
properti es woul d be phot ographed and | ocated on a por tion of a cadastra
nmap.

4) Data on Sales Prices . There should be a general de scription of

i movabl e property market activity, such as how properties are advertised

for sale, the nunmber of brokers working in the area, the nunber of

properties in each major property type listed for sale during the peri od of
the study, the nunbers of proper ties in each major type that were sold

during the period of the study, and the corre spondi ng nunbers of properties
for which sale price data coul d be obtai ned

For each property for which sale price information could be
col l ected, the follow ng should be recorded

. Sale price

. Date of transfer (this is inmportant for two reasons: (1)
information collected about the physical charac teristics of |and and
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bui | di ngs shoul d match those on the sale date and (2) if inflation in
property values is high, this fact may have to be reflected in the analy sis
of sal es data)

. A description of the property, including its |oca tion; use;
| and size, shape, and other char acteristics; and building size, con struction
materials, state of mainte nance, and other char acteristics

. Whet her the sale included other itens than the | and buil di ngs
(if yes, either an adjustnent to the total sale price should be nade or the
sal e should not be used in val uation studies)

. Whet her the sale was an "open-narket, arm s-length sale" (if
any of the follow ng conditions applied, the sale price cannot be assumed
to represent the market value of the property: (1) the property was not
adver tised for sale on the open market, (2) the sale was between famly
menbers or related busi nesses, or (3) either the seller or buyer was under
sone unusual pressure)

. If the property is rented, the information out lined in 5,
bel ow.

5) Data on Rents . An attenpt should be nade to collect a sanple
of rental information. For each rental property that is sanpled, the
foll owi ng should be coll ect ed:

. A description of each rented property or prems es

. The rent rate and the annual rent per unit (apart ment, store
etc.)

. The total rent collected per year

. Annual i zed expenses paid by the ower to main tain and ser vice

the rented property

. Whet her the tenant is responsible for any of the ex penses of
maintaining or servicing the rented prop erty

. Whet her the rent includes furniture, equipnment, etc

. Whet her the rent is an open-market rent or whether it is a
regul ated rent

. The date the rent anobunt was agreed to and the year to which
the rental and expense informa tion pertains

6) Sources of Basic Information for Valuation . This section
shoul d describe and eval uate the sources of, and specific data collected
for, the following types of in formation:

. Sal es dat a
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. Rental data

. Land descri ptions and maps

. Bui | di ng descri ptions

. Onner s

7) Possi bl e met hods of val uation

8) Conpari son of tax paynents

9) Procedures and resources needed for val uation
2. Stratification and Anal ysis

A prelimnary step in mass valua tion is stratification and anal ysis.
Stratification involves classi fying properties accord ing to
characteristics that identify a submarket, such as apart ments in a certain
quarter of a city. The first step is to specify the property charac-
teristics that (a) may be used to assign both the properties to be val ued
(subj ect proper ties) and any com parables (sold properties) to the class of
properties that constitutes the sub rmarket being analyzed and (b) affect
property value. Such characteristics include current use or nost economnc
use; land-use controls; loca tion or surround ings; land characteris tics;
i mprovenent char acteristics; income characteris tics, if any; and date of
sal e (of comparabl es)

Anot her prelimnary step is to specify appropriate units of
conparison to account differences in the size and charac teristics of the
subj ect and the conpar abl es.

At an early stage in the val uation nodel specification process
(di scussed bel ow), the nodel builder should review the data on the proper-
ties that will be used in nodel calibration. The review should consider
the conpl eteness and accuracy of the data. In addition, a profile of
property characteristics should be developed. This profile serves to
identify the types of properties for which the nodel will be valid.

Any atypi cal proper ties present two problens. |If they are used in
nodel calibra tion, the valua tion nodel may be s kewed so that will not accu-
rately portray the rel ati onshi ps between property characteristics and
proper ty values of typi cal properties. Conversely, a nodel that is well-
specified in ternms of typical value relationships will not work well on
atypi cal properties.

3. Ti me Anal yses

When price levels are changing significantly, the effects of those
changes on sal es prices nust be anal yzed, and ol der sal es nust be adjusted
to the price level on the appraisal date. Price-level changes occur for
two reasons: (1) general price |evel changes associated with inflation or
deflation and (2) changes in the supply and demand for the type of proper-
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ties in question. Four nmethods for analyzing the effects of tine are:

paired sal es anal ysis, resales analysis, sales ratio trend anal ysis, and
mul tiple regression analysis. These nethods are outlined in Eckert 1990.

C VALUATI ON MCDELI NG

1. Procedural Steps

Mass val uati on nodel i ng i nvol ves nodel specifica tion, calibration,
and application. These processes may be repeated several times as a nodel
is tested and refined. After an accept able nodel has been devel oped, it is
applied to the properties that are to be valued by it, and the nodel -
gener at ed val ues shoul d undergo revi ew and further refinenent.

2. Types of Mbdel s

Val uation nodels vary with the type of evidence used. The best
evi dence of market value is open-nmarket, arms-length sales. Mdels based
on such evidence often are called market nodels. There are two other
approaches to value: the income approach and the cost ap proach. The
i ncone approach deserves consideration in the valuation of incomne-producing
property. The cost approach can be used as a fall-back approach when there
are few or no sales of the type of property in question

a. Mar ket or Sal es Conparison Mddels : Mass valua tion nodel s
based on the sal es conpari son approach to val ue provide the nost
supportabl e estimates of value. Initially, the nodels may be quite sinple.

However, the State T ax Inspectorate should plan to enploy nore

sophi sticated nodels as Arnenia's real property markets devel op and the
vol ume of avail able sales increases. The nethods used to calibrate the
nmodel s mi ght begin with spreadsheets and de scriptive statis tics. Miltiple
regression anal ysis can be used when the volune of sales in a nodel group
exceeds 30 or four sales for every independent variable in the nodel.
Simlar criteria can be used to evaluate the feasi bility of using adaptive
estimation procedures.

A general sal e conparison nodel is:
V=S, + ADJ, (1)

where Vis a narket value estimate, S . is the sale price of a conparable
property, and ADJ . is the total value adjustnent to the sale price of the
conparabl e for the quantitative and quali tative differences between
attributes of the conparable and the subject property.

After prelimnary anal yses and stratif ication, the first step in any
application of the sales conparison approach is to identify conparabl e
sales. The second step is to specify a nodel that accounts for the
differences in the sales prices of the conparabl es based on conparability
character istics. The third step is to calibrate the nodel using one of the
accepted calibration techniques. The fourth step is to apply the nodel to
unsol d properties. The final steps are to review the perfornmance of the
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nodel and to make any necessary final adjustments to the nodel or the
val ues produced by the nodel.

b. I ncone Models :  Sinple applications of the incone
approach may prove useful in the valuation of some types of property.
There several techniques for finding the relation shi p between current
property inconme and current property value under the headi ng of the "incone
approach.” The tech niques, therefore, should be used in the valuation of
i ncone - produci ng property when sufficient data are avail abl e.

The inconme approach is based on the pr emse that the value of a
property is directly related to the amount, dura tion, and certainty of the
inconme that will be generated by the property. The notion that incone
receivable in the future always is worth |l ess than an equal anount of noney
currently in hand (the concept of tine preference) underlies all income
approach techni ques. The degree of time preference can be viewed as a
function of four factors: (1) anticipated |oss of purchasing power
(inflation), (2) loss of liquidity (it can be difficult to sell an incomne-
produci ng property quickly), (3) the costs of investnent or |oan
managenent, and (4) risk. These factors are conbined to forma
capitalization rate . A capitalization rate is the relationship between
i nconre and value, as in the formul a,

R=1/V, (2)
where R is the capitalization rate, | is income, and V is value. |If the
inconme froma property is known and the capi talization rate can be

determ ned, one can estinate value by sinply rear rangi ng equation (2), as
fol | ows:

V=1/R (3)

Hence, if annual incone equals 10,000 and the capitalization rate is 0.16,
the value of the property is

V = 10, 000/0. 16 = 62, 500.

An exam nation of this exanple will reveal that for a given anount of

i ncone, a higher capitalization rate will result in a |lower property val ue,
and vice versa. The greater the risk, inflation, and the like, the greater
the capitalization rate

It should be noted that (3) represents a special, basi c
capitalization nodel or formula (technically, it is the fornu la for
capitalizing an endl ess | evel income stream or perpetu ity). The nodel can

be expanded to accommodate such things as finite inconme streams, variations
in the anount of incone, and varia tions in conponents of the capitalization
rate. In applying the income approach, the val uer shoul d consider al

t hese thi ngs.

There are basically two approaches to the devel opnent of

capitalization rates: direct sales analysis and indirect meth ods. In
direct sales analysis, valuers use formula (2) to compute overal
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capitalization rates. The technique re quires sale price and net incone
data fromrecently sold incone - producing properties. |In order to use the
techni que properly, the data must be fromproperties that are conparable
with respect to (1) the discount rate, which is the rate of return required
to attract investrment in a property; (2) the remain ing economc life of the
i mprovenents, which is the remaining period in which the buildings or

i mprovenents are expected to contribute to the value of the total property;
(3) the incone path, which is the expected direction and rate of change in
the current or first year's normal net inconme ; and (4) the percentage of
incone attributable to the inprovenents. To achieve the required
conparability, properties are strati fied according to such characteristics
as property type (for exam ple, apartments, stores, and of fice buil di ngs),
size (for exanple, nunber of apartments, rentable area), and | ocation.

After stratification has been conpl eted, cal cul ati on of observed
overall rates is easy and straightforward. The chief advantages of direct
sales analysis are the fact that (1) the rates directly reflect market
behavi or and (2) the pattern of observed rates provides information as to
their reliability. Regarding the |latter advantage, if the rates in a
stratumcluster around a central value, and if the pattern of rates anong
strata is consistent with expectations, the rates can be relied upon. n
the other hand, if the rate vary greatly or if the pattern is illogical
the rates can be judged unreli able. 1In addition, the use of direct
capitalization avoids the need for the various assunptions about the income
stream remaining economc life, and other factors required in the indirect
or "ratio capitalization" techniques.

To summari ze, supportabl e valuations based on the incone approach
require current data on market rentals, |ease provi sions, operating
expenses, nortgage interest rates and terns, and investors' expectations
regarding desired rates of return on investnents, given their assunptions
about the pattern and duration of income streans.

C. Cost Models :  The cost approach may be use to val ue
bui | di ngs (and other inprovenents). It is based on the prem se that the
val ue of a building equals the cost of ac quiring an equally desir able
substitute, with the process of acquisition in this case being the
production of the sub stitute. The cost ap proach, therefore, begins with
the hypothetical construction of new but otherw se equally functiona
buil ding on the same site as the subject property. The site is valued as
i f vacant and avail able for devel opnent at its highest and best use.

The market value of a building is estimated in two main steps.
First, the valuer estinmates the current costs of con struction. Narket

val ue, however, is based on the building in its current condi tion and
circunstances. |If the current cost of the building is greater than its
current market value, the differ ence is termed accrued depreciation or
dimnished utili ty. The second step, therefore, is for the valuer to

estimate the amount of accrued depreciation fromall causes.
To sunmmarize, the five steps of the cost approach are: (1) estimate

| and value, (2) estimate the current cost of the building, and (3) estimate
accrued depreciation, (4) subtract the esti mat e of accrued depreciation
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fromthe estimate of current cost, and (5) add the estimate of |and val ue

to the estimated depreciat ed cost of the building. This sumrepre sents the
estimated market value of the property via the cost approach.

3. Consi derati ons by Property Type

The manual ultimately should deal with specific property types,
including the foll ow ng.

a. Agricultural Land Valuation : The manual should deal with
agricultural land valuation based on soil productiv ity.
b. Urban Land Valuation : Special attention should be devot -

ed to urban | and val uati on because accurate | and val ues formthe base of an
ef fecti ve mass val uation system A credible |and val uati on program
requires that |and values be updated regu larly to reflect the current
market. |If the cost approach is used, |and val ues are determ ned
separately and added to estimated building values. 1In the sales conparison
and i ncome approaches, |and values are used to allocate the total value

bet ween | and and i nprovenents.

Urban land is best valued by the sal es conparison ap proach. \ere
sal es are inadequate, other techniques nmust be used. It also is possible
to use the opinions of experts to supplenent or substitute for vacant |and
sales. A panel of experts can be polled as to their views as to the val ues
of a sanple of parcels (which need not be vacant).

Mass val uation of |and invol ves devel opi ng nodel s of per -unit land
val ues through analysis of local sales. These nodels are docunented on
| and val ue maps and in tables of |and rates and adj ustnents.

As previously nmentioned, prelimnary steps int he nmass val uati on of
urban land are determ nation of appropriate strata and units of comnparison
Appropriate bases for strati fication include "zoning" or use, |ocation or

nei ghbor hood, and size of parcel. Stratification ensures that |and val ues

wi Il be based on narket data for properties subject to simlar supply and
demand factors. Land in each use or zoning cl assi fication shoul d be
assigned an appropriate unit of conparison to facilitate analy sis. The
chosen units should reflect the way in which market participants,

investors, and other ap praisers analyze |land values. |If parcels are fairly
uniformin size, the parcel itself mght be the unit of conparison. |If

parcels vary in size, an area neasure should be the unit. Street frontage
is another frequently used unit of conparison

Land sal es shoul d be expressed as price per unit and plotted on naps.
This hel ps visualize patterns and establish benchmark values. Two met hods
can be used to establish bench marks: the conparative -unit nethod and the
base-lot nethod. In the first, the typical unit value is calculated as the
medi an sale price per unit or other representative figure. In the second,
the per unit value (often the parcel itself) of a benchmark parcel, which
may be real or hypothetical, is estab |ished through the sales conpar ison
approach. In both cases, these benchnark values provide the starting point
for establishing the individual value estimates of all the parcels in the
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stratum Standard unit values should portray the overall pattern of |and
val ues.

Land val ues per unit tend to vary with size and depth of parcels, and
appropriate adjustnments should be made. Depth factor tables can be used to
further adjust front foot values for varying depths of lots. Usually these
tabl es represent the typical |ot depth or average depth for the area and
lots which are greater in depth or | ess nust be adjusted according ly. Thus
depth factors are really a size adjustnent for |and

C. Condoni niuns : The manual should deal with the valuation
of condom niuns (privately owned flats, together with interests in conmon

property).

d. Possessory Interests : The manual should deal with the
val uation of possessory interests (private use of state-owned property).

D. REVI EW AND EVALUATI ON

The initial application of a mass val uation nodel is straightforward
However, the results of applying conputer-generated val ue estimtes shoul d
never be used directly to assess property. Each value estinmate should be
revi ened.

The val uation revi ew process considers data quality, the
appropriateness of the valuation nodel in question, and the success of the
calibration of the nodel. Consistent with the principles of quality
assurance, performance reviews shoul d take place at each stage in the node
devel opnent and applica tion process. Reviews should include pre-reviews,
desk reviews, and field reviews. The nature of the valuation program
itself and the properties being apprai sed affect the enphasis that shoul d
be given to any particular step in the revi ew process.

Model buil ders shoul d review nodel s for conpl eteness. That is, the
nodel shoul d take into account the general fac tors that affect the val ue of
property in the stratumin question. In a simlar fashion, the val uer
shoul d consi der whether any of the properties in the group have speci al
factors that affect their value. This requires an analysis of property
characteristics data, as discussed bel ow.

Data on pro perty characteristics should be reviewed with the
obj ectives of detecting possible data errors and "out liers." Qutliers are
exceptional properties that may skew nodel calibra tion or that may be
outside the range of proper ties for which the nodel is valid. The data
revi ew shoul d be nost stringent with properties that have recently been
sold and that have new im provenents or other changes. It is inpor tant to
determ ne whether the sal e took place before the inprovenments were nade
The apprai ser shoul d al so consi der whether the sale price was consi stent
with expectations.

An inportant evaluation tool in the case of market nodels calibrated
by nultiple regression analysis is to apply the nmodel to a test (or
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"control ") group of properties. The test group should not include any of
the properties used to devel op the nodel. Mbst of the test group shoul d
have been recently sold, so that the sales prices can be used as a basis
for conparison with the appraised values. A ratio study can be used to
deci de whet her nodel performance is satisfactory.

Val uers, if they are experienced, al so can conpare nodel - gener at ed

values with the prices %or range of prices %for which they woul d expect the
properties to sell. Consis tent or marked discrepancies in the two

estimates suggest that further reviewis warranted, although it nust

recogni zed that the valuer's judgnent can be faulty. In a simlar fashion

if nore than one val uation nmodel has been devel oped, the consis tency in the
estimates produced by the nodel s provides a useful gauge.

After the final nodel is applied, valuers should review each val ue
estimate. If property characteristics data were collected or verified
shortly before the nodel was devel oped and applied, the review can take
place in the office. Qher wse the review should take place in the field.

In any event, sone properties should be reviewed in the field to resol ve
guestions about data accuracy and nodel appropriate ness. Having recent
phot ographs on file or digital images of proper ties on hand reduces the
need for field reviews.

In maki ng the review, the val uer should have reports summma rizing
property characteristics and estinmated values. It also is helpful if the
reports indicate percentage changes in valuations and express val ues on a
per-unit basis. These nake it easier to evaluate the consistency of the
esti mates. Access to the latest data edit reports al so can be hel pful
Properties with unusual changes shoul d be revi ewed nore care ful ly.

Revi ew procedures should be highl y structured and de scribed in a
manual . The di scretion apprai sers have in chang i ng nodel - gener at ed val ues
shoul d be described. [Insignificant changes should not be all owed because
of the expense of pro cessing them Reviewers also should docunent why they
over rode nodel - generated val ues. Sometimes codes can be designed for this
purpose. Reviewers also should initial the records they change so that an
audit trail can be maintained.

Revi ew val uers should be trained in the review proce dures. Trainin g

exerci ses can be devel oped to test whether the reviewers understand the
pr ocedur es.
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V. MOWABLE PRCPERTY

The draft Law on Property Tax makes certain classes of novable
property taxable. This eventually will require the devel opnent of a
novabl e property valuation systemas current bal ance val ues are believed to
represent between 0.5 and 1.0 percent of current market val ues.

The novabl e property val uati on system m ght enbrace the foll ow ng
el ement s:

. Enterprise (state and private) registers
. Taxabl e property returns and instructions
. Movabl e property registers
. Audi ting procedures
o . Val uati on procedures, including cost indices and depreciation
t abl es

Anong the nations that tax novabl e property are Japan and the United
States, and aspects of their novable property valuation systens could be
adapted to conditions in Arnenia.
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Vi. TAX ADM N STRATI ON

An equitable, l|egal apportionment of |and and property tax
obligations is the ultimate objective of a property tax system The
achi evenent of this objective begins with careful planning and w se use of
resources; sufficient data; and a nass val uati on program capabl e of
produci ng accurate, support able valuations. But the process does not stop
with valuation. Exenptions (or tax privileges) nust be applied. Tax bills
must be cal cul ated. Valuation (or assessnment) notices nust be issued, and
taxpayers nust be allowed to review their assessnents and appeal themif
they desire. Appeals nust be processed and final tax bills cal cul at ed.
Bills nmust be delivered, and tax payments nmust be received, properly ac-
counted for, and deposited in the appropriate treasury. Taxpayers nust be
provided with sufficient information to fulfill their obligations. Their
guestions nmust be answered. These are the subjects of this chapter of this
manual .

A EXEMPTI ON ADM NI STRATI ON

Exenptions and other relief measures may be enacted out of conpas sion
for taxpayers whose personal circunstances make it diffi cult for themto
pay property taxes, governnents may want to subsidize activi ti es beneficia

to society, and gov ernnments may exenpt governnental properties on grounds
of admi nistrative efficiency. On the other hand, governments need to
adm ni ster tax exenptions strictly so that the owners of taxable property
do not have undue tax burdens. Thus, the State Tax | nspectorate shoul d
take steps to ensure that every property or person eligible for an
exenption re ceives it and to ensure that only eligible properties and
persons re ceive exenptions.

Proper adm nistration of exenptions requires that eligi bility

requi rements be net. Eligibility criteria may be | oosely or tightly drawn.

Exenptions with loosely drawn eligibility criteria, although conparatively
easy to adminis ter, provide relief to unneedy recipients. Tight [y drawn
criteria tend to focus tax relief where it is nbost needed or desired, but
the costs of admnis tration are greater. An ini tial application should be
requi red for nost exenptions, and peri odic renewal applications rmay be
desirable. The applica tion may require additional docunments or data
establishing eligibility. The applicant (or an authorized official) should

be required to sign each application attest ing to the correct ness of the
information on the application or that the appli cant is eligible for the
exenption. It is not good practice to accept applications w thout question

or verification. This may require field checks to verify that property is
bei ng used for exenpt purposes. Conpassionate exenptions for the elderly
and others with alimted ability to pay property taxes shoul d be desi gned
to ensure that properties are not |ost due to delinquent taxes because of
dimnished ability. Sales of exenpt properties should be flagged so that
exenptions are renmoved in the next tax year unless the new owner
establishes eligibility for the exenption. It is desir able to appraise
exenpt properties so that governnments can estinmate the costs of granting
exenpti ons.
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A set of exenption codes should be devel oped. Each type of exenp tion
shoul d have a code. The codes can be used to sel ect tax-exenpt properties
with status changes, properties that need to receive renewal applications,
and the like. They also can be used to foll ow up non-responses and in
general monitor ing activi ties (of exenp tions with finite durations in
particular). Finally, they can be used to produce statistical reports,
apply for grants for paynents in lieu of property taxes.

The Arneni an governnent periodically should reviewthe desirability
of continuing existing exenptions.

B. APPEAL ADM NI STRATI ON

Despite the care tax adm nistrators take to ensure accu rate
val uations, changes in property characteristics may go undet ect ed. Factua
errors may go undetected or uncorrected, and judg ment errors can be nade
Appeal procedures are de signed to deal with such problens. The appea
process is an integral part of a property tax system It provides
t axpayers opportunities to review their assessnments and question their
accuracy and fairness. In the property tax, it usually is the tax payer's
responsibility to verify the correctness of her or his assessnent.
Taxpayers do this by reviewing their assess nents and appealing themif they
disagree with the property tax admnistration's judgnment. The appea
process should be accessible to all taxpayers.

I nformal conferences are an excellent opportunity to in crease
t axpayers' understandi ng of property taxation. They provide opportunities
to ensure that records are correct and that appraisals take into account
all pertinent factors. They also serve to clarify differences of opinion
about property val ue, which is useful should the property owner decide to
file a formal appeal .

The State Tax Inspectorate should ensure that prop er records are
mai nt ai ned during the stages of the appeal pro cess. These responsibilities
may include providing admn istrative assistance to appeal bodies,
schedul i ng hearings, conmunicating with appellants regardi ng the appea
agency's decision, and ensuring that the decisions are properly re flected
in assessnment records. It is good practice to devel op codes that reflect
the origin of a valuation. This is partic ularly inportant when the
adm ni strator does not agree with the appeal agency's decision. A note
needs to be nade to change the assessnment next year. These activities need
to be systematized. It also is useful to conpile statistics on appea
activity for planning purposes.

C ROLL PREPARATI ON, | NTERFACE W TH TAX COLLECTI ON SYSTEM AND OTHER
| NTERFACES
1. Rol | Preparation
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The preparati on of assessnment or tax rolls (which are extensions of
assessnent rolls) involves conpiling conprehen sive lists of properties,
their owners, assessed values, and, in the case of tax rolls, the anmount of
t axes assessed against the properties. |If the data are conputerized
record mainte nance is easier, and the roll can be produced quickly and
accurately.

Miul ti -year processing al so snmoot hes work | oads and reduc es
anbiguities in data. It also makes possible better quality control
Essentially two sets of registers are nmain tained, a current -year register
and a next -year register, which starts out as a copy of the current -year
regi ster. Changes in owner ship, changes in | egal descriptions, new
construction, and the |like are made to the next -year registers as they
occur rather than being held in abeyance.

If later the Armenian Government decides to assign |land and property
tax revenues to local authorities, it will be necessary to assign each
property to the appropriate tax district (or districts if there are tiers
of local authori ties). The usual procedure is to overlay tax district
boundari es on cadastral maps or on index maps. The proper tax rate area
code is included in each property record. Alter natively, files nmay be
mai nt ai ned of the parcels in each area. The code identifies a table that
lists tax jurisdictions and applicable tax rates.

2. Interface with the Tax Collection System and O her Interfaces

The property tax system should have links to the tax collec tion
system beyond preparation of valuation or tax registers.

In phase 1, a basic billing and collection procedure should be
devised. It would cover the follow ng points:

. Distribution of bills

. Paynent points--only tax offices?

. Accounting for receipts

. Del i nquent tax enforcement procedures

The State Tax | nspectorate has nade consi derable progress in these

ar eas.

The val uations of properties with delinquent taxes sh oul d be
reviewed. A pattern of tax delinquencies is evi dence that values are too
hi gh. Delinquent taxes assumed by buyers tend to depress sales prices. It

is inadvisable to allow owners of tax-delin quent properties to divide those
properties.

As it now does, the State Tax Inspectorate should be prepared to nake
statistical reports on tax receipts for use by the governnent.

3. Val ue Coordi nati on
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Dependi ng on how responsibility for valuation ultimately is a ssi gned,
the governnent may need to establish an agency responsible for the
coordi nation of values or the State Tax | nspectorate may need to coordi nate
the value estinmates it produces with other govern mental uses of property
val ue esti nates.

O course, values are not static. Hence valuations can quickly
becone outdated. Hence point estinmates of values made for one purpose may
not be valid for another purpose. Mre over, nmass valuations nmade for
i mrovabl e property taxation may have limted rel evance in situations that
require detail ed anal yses.

D.  TAXPAYER ASS| STANCE

Successful inplenentati on of the new tax on i movabl e property
requires public acceptance and cooperation. Efforts to secure this
accept ance should occur at all levels of the tax admnistration. Policy
makers and tax adm ni strators nust comuni cate effectively with taxpayers.
The rationale for the tax, howit is adm nistered, and taxpayers' rights
and responsibilities must be explained. Re cords should be open and avail a-
ble for public inspection unless confidential informa tion is involved. An

accessi bl e, effective appeal systemis required. |Individual inquiries
shoul d be answered. The tax admi nistra tion should denonstrate at every
opportunity that the tax is being enforced even - handedl y.

For the above reasons, |land and property tax admnistra tion should be
viewed as a public service function. The chief service is an equitable
assess nment. Taxpayers should feel welcone in the offices of the property
tax adm nistration and be reassured that the tax admnistration is
sincerely inter ested in their needs. Many taxpayers will need individua
service, whether help with an exenption application, an expla nati on of an
assessnent, or a request for real estate data. Property tax admnistrators
can expect to receive many such requests for informati on and assi st ance.
Systens and proce dures need to be established to satisfy these requests
effectively and efficiently. They also should anticip ate that sone
taxpayers will be angry, and the staff should be trained to diffuse or
defl ect anger and pro vide the service needed.

As the State Tax Inspectorate plans to do, a public information
program shoul d be inplenmented. Its goal would be to encourage vol untary
conpliance with the new taxes. In addition to the subjects nentioned
above, the programwoul d expl ain taxpayers' rights and responsibilities,

i ncluding howto ob tain forns, instructions for conpleting them sources of
required information, and filing deadlines.

The State Tax Inspectorate should bear in mnd that they have severa
publ i cs - - honeowner s, busi ness people, and govern nent officials. Oher
tool s and techni ques are needed, in cluding audio -visual materials, press
rel eases and briefings, and reports. Every menber of the tax admnistra-
tion staff should receive training in howto deal with the public and how
to respond to questions.
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